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Hawaii’s tourism and construction industries drove strong job growth.

® Year-over-year employment growth in Hawaii decelerated Chart 1: The Construction Sector in Hawaii Grew
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Chart 2: Hawaii Housing Permits Reached
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Sources: Administrative Office of the U.S. Courts, Census Bureau, Haver Analytics

Hawaii Department of Business, Economic Development, and Tourism, "Quarterly Statistical &
Economic Report," first quarter 2006.
Based on data from the Office of Federal Housing Enterprise Oversight.

FeperatL DEPOSIT INSURANCE CORPORATION 1 SprinGg 2006



State Profile

Innovative mortgages and investors may be influencing

housing demand.’ Interest-only and negative amortization
loans accounted for 40 percent of non-prime mortgage
originations in Hawaii in the first 11 months of 2005.
During the same period, investors and second-home
purchasers accounted for 36 percent of Hawaii Alt-A
mortgage originations.

Bankruptcy filings increased during 2005.

Hawaii’s personal bankruptcy rate rose to 3.4 filings per
thousand residents in 2005, but remained well below the
national pace (see Chart 3). Filing activity increased later
in the year prior to the enactment of new bankruptcy
legislation in October 2005.

The median past-due consumer loan ratio among
Hawaii-based institutions increased modestly
year-over-year to 1.20 percent. Although rising,
delinquent consumer loan ratios trailed the nationwide
median of 1.77 percent.

A growing share of Hawaii-based institutions report
elevated exposures to commercial real estate (CRE).

The median CRE loan*-to-Tier 1 capital ratio among
Hawaii-based institutions eased to 113 percent,
year-over-year, with trends influenced by intrastate merger
activity during the period (see Chart 4).

Strong economic conditions boosted demand for
Honolulu commercial property during fourth quarter
2005. Occupancy rates across office, industrial, and hotel
properties improved relative to third quarter and year-ago

levels.?

Although CRE conditions improved and credit quality
remains favorable, elevated concentrations of CRE loans
may leave some institutions to vulnerable to adverse
changes in market conditions.

Rising interest rates pressured bank and thrift net interest
margins (NIMs) and investment portfolio values.

Hawaii-based institutions reported strong, albeit declining,
earnings. The median fourth quarter pretax return on
assets ratio slipped modestly to 1.66 percent, but still
ranked ninth highest nationally. Increases in short-term
rates have compressed NIMs among the state’s many
liability-sensitive large banks and mortgage lenders. NIM

3Based on subprime and Alt-A private mortgage securitizations tracked by LoanPerformance.
Alt-A loans include mortgages that have near-prime credit quality, lack full loan documentation,
or are secured by investor properties.

Commercial real estate loans include construction, multifamily, and nonfarm-nonresidential
mortgages.
SBased on office data from Torto Wheaton Research and warehouse and hotel data from Property
& Portfolio Research.

declines more than offset improvements in overhead
performance.

Rising interest rates reduced opportunities for securities
sale gains and created net unrealized portfolio losses by
year-end 2005. In contrast, portfolios contained minor
gains on net in late 2004. Investment portfolios, which
represent an important 30 percent of Hawaii bank and
thrift balance sheets, may be vulnerable to additional
pricing pressure should interest rates rise further.

Past-due loan levels improved year-over-year to 0.22
percent, the third lowest delinquency rate among the
states.

Median year-over-year loan growth of 9.5 percent
improved from a year-earlier rate of 6.5 percent and
slightly outpaced the nationwide median of 8.4 percent.
C&D, home equity, and commercial and industrial
portfolios continued to increase faster than other major
loan categories (see Chart 5).

Chart 4: CRE Loan Concentrations Moderated
Among Hawaii-Based Institutions
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Note: Commercial real estate (CRE) loans include multifamily, construction, and nonfarm-
nonresidential mortgages secured by either owner-occupied or investor-owned properties.
Source: FDIC (December of each year)

Chart 5: Construction, Home Equity, and Commercial
Loan Growth in Hawaii Were Strong
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Note: C&l is commercial and industrial; other commercial real estate (CRE) includes multifamily and
nonfarm-nonresidential mortgages; and HELOC is home equity line of credit.
Source: FDIC (December 31, 2005)
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Hawaii at a Glance

ECONOMIC INDICATORS (Change from year ago, unless noted)

Employment Growth Rates 04-05 03-05 04-04 2004 2003
Total Nonfarm (share of trailing four quarter employment in parentheses) 3.0% 3.2% 3.6% 2.8% 1.9%
Manufacturing (3%) 0.2% -1.1% 0.2% 25% -1.4%
Other {non-manufacturing) Goods-Producing (6%) 14.1% 13.7% 8.7% 5.3% 75%
Private Service-Producing (72%) 3.5% 34% 41% 3.2% 20%
Government (20%) 0.9% 0.2% 1.4% 0.8% 1.0%
Unemployment Rate (% of labor force) 27 27 3.1 33 39
Other Indicators 04-05 03-05 04-04 2004 2003
Personal Income N/A 6.5% 10.2% 8.0% 4.8%
Single-Family Home Permits 321% 16.7% -8.9% 12.8% 14.4%
Multifamily Building Permits 8.4% 74.4% 842.0% 198.8% -16.2%
Existing Home Sales -13.6% 6% 21% 3.2% 22.4%
Home Price Index 238% 21.9% 25.2% 2.1% 11.0%
Nonbusiness Bankruptcy Filings per 1000 people (quarterly annualized level) 468 371 2.30 240 2.96
BANKING TRENDS
General Information 04-05 03-05 04-04 2004 2003
Institutions (#) 7 7 8 8 8
Total Assets (in millions) 36,239 35,675 34,175 34,175 31,928
New Institutions (# < 3 years) 0 0 0 0 0
Subchapter S Institutions 0 0 0 0 0
Asset Quality 04-05 Q3-05 04-04 2004 2003
Past-Due and Nonaccrual Loans / Total Loans (median %) 022 043 057 057 0.86
ALLL/Total Loans (median %) 147 1.51 1.63 1.63 1.86
ALLL/Noncurrent Loans (median multiple) 11.07 8.89 6.29 6.29 4.65
Net Loan Losses / Total Loans (median %) 0.06 -0.01 0.00 0.05 0.08
Capital / Earnings Q4-05 Q3-05 0Q4-04 2004 2003
Tier 1 Leverage (median %) 8.17 790 746 746 8.21
Return on Assets (median %) 1.03 1.10 1.10 1.29 148
Prefax Refurn on Assets (median %) 1.66 1.80 1.70 1.96 232
Net Interest Margin (median %) 4.45 4M 4M 4.24 450
Yield on Earning Assets (median %) 599 5.74 531 5.16 5.51
Cost of Funding Earning Assets (median %) 169 146 116 0.84 124
Provisions to Avg. Assefs (median %) 0.01 0.02 0.00 0.1 0.04
Noninterest Income to Avg. Assets (median %) 0.85 0.86 0.81 0.77 1.01
Overhead to Avg. Assets (median %) 240 246 3.12 2.54 282
Liquidity / Sensitivity 04-05 03-05 04-04 2004 2003
Loans to Assets (median %) 60.4 56.6 56.4 56.4 62.7
Noncore Funding to Assets (median %) 297 29.1 265 26.5 22,1
Long-ferm Assefs to Assefs (median %, call filers) 210 206 199 199 216
Brokered Deposits (number of insfitutions) 3 3 3 3 3
Brokered Deposits to Assets (median % for those above) 0.2 0.2 0.1 0.1 0.0
Loan Concentrations (median % of Tier 1 Capital) 04-05 03-05 04-04 2004 2003
Commercial and Industrial 111 1016 1108 1108 116.0
Commercial Real Estate 1125 1222 24.0 24.0 1955
Construction & Development 36.3 308 36.6 36.6 26.0
Multifamily Residential Real Estate 133 137 8.7 8.7 94
Nonresidential Real Estate 702 7738 1187 1187 1169
Residential Real Estate 1825 184.7 2348 2348 293.0
Consumer 214 19.8 33.6 33.6 31.0
Agriculture 06 03 07 07 09
BANKING PROFILE
Institutions in Deposits Asset
Largest Deposit Markets Market  ($ millions) Distribution Institutions
Honolulu, HI 10 19,617 <$250 million 0(0%)

$250 million to $1 billion 2(28.6%)
$1 hillion to $10 billion 3(42.9%)
>$10 hillion 2(28.6%)
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